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A BUSINESSLIKE APPROACH TO COLLECTIONS (PART 2)
Last month, in the first part of this article, I exam­
ined routine alternatives available to the typical 
accounting practice organized to improve the col­
lection process. Unfortunately, even though privy 
immediately to significant financial information 
concerning prospective clients, CPAs still make mis­
takes, taking on those with marginal ability to pay. 
In the new competitive environment, and without 
the resources to do much screening, many CPA firms 
are taking on every new client they can. Call it greed 
or survival, those they turn down are few and far 
between. Although many firms have adopted client 
acceptance procedures, with determining the abil­
ity to pay a significant portion of those procedures, 
even the strictest will someday face a significantly 
troubled account. In this part of the article, I will 
examine how to deal with troubled receivables, 
looking at the options available when all internal 
efforts to collect have failed.
Going beyond internal collection efforts means 
playing hardball. It almost certainly portends a 
decision on the part of the firm to abandon the client 
relationship. With competition for clients so fierce, 
that's a difficult decision for some. But let’s stop 
kidding ourselves—do you really want to do busi­
ness with someone who isn’t going to pay, or who, at 
the least, is going to give you a hard time about it? 
Instead of hassling with these people, wouldn’t the 
time be better spent trying to obtain new clients or 
in efforts to extend services to present clients who 
can pay? Part of adopting a businesslike approach to 
collection means facing this tough decision 
squarely and letting those who cannot or will not 
pay, for whatever reasons, find someone else to ser­
vice their needs.
Before going for outside assistance, I strongly sug­
gest that the engagement partner and the managing 
partner review the work performed for the problem 
client in order to assess the possibility of a coun­
terclaim. It is essential to determine the quality of 
the work performed and to uncover any potential 
liability exposures. The intensity of any further col­
lection efforts should be tempered by the situation.
With this caveat in mind, I suggest you first turn to 
a letter-writing collection agency. Those agencies 
offering this service provide a series of ever more 
intense, computer-prepared letters which will be 
sent to your clients on your instructions. Most offer 
both a series of letters that, while becoming more 
insistent, remains polite, and a series that becomes 
tougher over time. Generally, you control which 
series is used, on a client-by-client basis, and the 
interval between letters. No individual contacts 
your clients.
If you receive payment in the interim, a telephone 
call or a mailed form stops the process. These organ­
izations do not charge a percentage of the amount 
collected; instead, they charge a relatively inexpen­
sive flat fee per letter series. Normally, the client is 
unable to distinguish this activity from that of a full­
service collection agency, and, as a result, its use can 
be highly effective. When trying to decide upon an 
organization of this type, ask for references, 
especially from CPA firms. I find fellow practi­
tioners most willing to share information about 
their use of such services.
Failing results, I suggest you next turn to a full­
service collection agency. Such agencies handle 
each account turned over to them individually, and 
their activities usually include repeated letter writ­
ing, telephone calls, and visits to the client’s office.
What's Inside...
□ Choosing a client write-up system, p.3.
□ Calendar of 1990 CPE conferences, p.3.
□ Tax season educational materials available, p.4.
□ A programmed client-service system, p.5.
□ Practicing CPA distribution policy, p.7.
2
Good collection agencies are persistent. If they are 
unable to generate full payment, sometimes they 
can arrange for partial payment, settlement, a note, 
a payout agreement, collateral, or an agreed judg­
ment. Many have ongoing relationships with collec­
tion attorneys who handle all their work for a fee 
you could not arrange on your own because it is 
dependent on the volume of work generated. Natu­
rally, they only make recommendations if they feel 
legal action is the only recourse. The decision to sue 
or not remains yours.
Before you say “I can’t have such people con­
tacting my clients," remember with whom you are 
dealing. Enormous effort has already been made to 
collect these accounts; continuing to handle your 
delinquent client with kid gloves just isn’t going to 
be effective. It’s time to get tough. So let someone 
else be the bad guy.
Once an ongoing relationship with a collection 
agency is established, turning over an account is 
relatively easy. It usually means completing a form 
and including with it copies of your engagement 
letter, any other written fee agreement, unpaid 
invoices, collection correspondence, and notes, per­
sonal guarantees, and any other useful information. 
A good collection agency will keep you informed 
when there is activity on specific accounts and will 
meet with you, say quarterly, to review the status of 
all accounts. Normally, you pay a minimal charge 
for forms and a contingent fee of approximately 
20—25 percent of anything collected. If turned over 
for legal action, the contingent fee will probably 
increase to 30-35 percent, plus court costs.
Before you blanche, remember that anything col­
lected at this point is found money, so don’t 
begrudge the agency or the attorneys their fee. Be 
sure to review all form letters that might be sent to 
make certain they fall within the bounds of ethical 
and legal conduct. Again, check the agency’s refer­
ences, calling your fellow practitioners or others 
who have used the service. I have experienced dra­
matic results from the use of commercial collection 
agencies and strongly recommend that you engage 
one that operates within the parameters of appro­
priate business behavior.
If you have exhausted these means, it’s time to 
pause and reflect. The only remaining available step 
is legal action, and that step requires careful consid­
eration before being taken. At this point, I suggest 
you make a determined effort to settle for a signifi­
cant reduction in the fee, say 50 percent, or even 
more, depending on the circumstances. It is always 
preferable to settle a disagreement amicably than to 
drag the issue through the courts. Legal action is 
time-consuming, expensive, and risky, and it is a 
step that should not be taken lightly.
The following may help you with this decision:
□ Reconsider the quality of the services performed. 
If there are any real exposures, do not bring a 
lawsuit. If you do, you’re inviting a malpractice 
counterclaim. Even if you have malpractice 
insurance, you will most certainly be out of 
pocket the deductible—no longer an insignifi­
cant amount in most cases. Most malpractice 
insurance carriers would prefer you never file a 
collection lawsuit. While that policy is not nec­
essarily a good business practice, if you gain a 
reputation for filing indiscriminately, and draw 
a few malpractice counterclaims, you may find 
yourself unable to obtain coverage in the 
future. Be certain of the quality of your services 
before you file.
□ Set a reasonable threshold for legal action. 
Frankly, it isn't worth filing a lawsuit (other 
than in small claims court) for less than 
$10,000. The time, trouble, and expense suing 
for amounts below that threshold just aren’t 
worth it. Finding an attorney willing to accept 
such a case for a contingent fee isn't easy. Those 
who are willing usually will not touch a low 
dollar volume case, as it isn’t worth their time 
and trouble for the potential small realization. 
On the other hand, if you choose an attorney 
who charges by the hour, you may wind up 
spending more on legal fees and court costs 
than any potential recovery likely on a smaller 
claim.
□ Go to small claims court whenever possible. Most 
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Choosing a Client Write-Up System
The first item most people think of as a CPA service 
is the preparation of clients’ financial reports. 
Indeed, many smaller businesses continue to rely on 
their CPAs for timely and detailed financial state­
ments. Yet there are many ways for CPAs to perform 
this function, including the use of manual write-up, 
in-house software, or service bureaus. The continual 
improvements in packaged software keep CPAs 
looking for better solutions.
Generic vs. client write-up packages
If CPAs want to perform write-up services using 
their own software, there are two choices: write-up 
software or a generic general ledger system. Soft­
ware written specifically to perform client write-up 
work typically includes such functions as prepara­
tion of Form 1099, special purpose journals, and 
after-the-fact payroll. The software will also have 
the ability to include client-specific letters and 
notes with financials. The generic systems, while 
fine for essential general ledger and financial 
reporting, do not go nearly as far in terms of features 
needed for write-up work.
Nevertheless, a surprising number of accountants 
use generic software for write-up work for two main 
reasons. The first is price. An all-purpose general 
ledger package costs about $600 - $900, compared 
with $1,000- $2,000 for client write-up software. 
The second reason is that it is easier to move the 
client from a generic package, which the CPA uses 
for write-up, to the same system on the client's com­
puter. Indeed, many CPAs will use systems like 
ACCPAC Easy, or Solomon III with this in mind.
Client write-up software functions
If the CPA requires fully functional write-up 
capabilities, then software designed specifically for 
this purpose is necessary.
□ Transaction entry. This critical function must 
provide an efficient means of entering, editing, 
and posting data. Systems vary as to their ver­
ification of data, use of pop-up windows, and 
ability to enter data to customized journals. 
Hash-total controls over account numbers as 
well as amounts are important to many write­
up users to validate data entered.
□ Processing. This refers to flexibility in posting 
to the general ledger and editing transactions
Plan Your Continuing 
Professional Education
1990 AICPA CPE Tentative Conference Schedule
Tax Strategies for the High-Income Individual
April 30-May 1—Las Vegas, NV
May 31-June 1—Orlando, FL
Building and Managing a Successful Tax Practice
May 10-11—Tempe, AZ
National Banking School
Unit I May 13-18—Charlottesville, VA
Unit II June 3-8—Charlottesville, VA
Annual Microcomputer Conference & Exhibition
June 3-6—Orlando, FL
National Conference on Divorce
June 11-12—Atlanta, GA
National Tax Education Program
Week I June 18-22—Champaign-Urbana, IL
Week II June 25-29—Champaign-Urbana, IL
Week III July 9-13—Champaign-Urbana, IL
Week IV July 16-20—Champaign-Urbana, IL
Week V July 23-27—Champaign-Urbana, IL
National Accounting & Auditing Advanced
Technical Symposium




CPA’s Role in Litigation Support Services
July—Dallas, TX
September (Date and site to be announced.)




August 19-24, October 28-November 2—
Durham, NC
National Governmental Training Program
October 10-12—Las Vegas, NV
National Conference on Federal Taxes
November 5-6—Washington, DC
Firm Administrators Conference
November 7-9—Las Vegas, NV
National Construction Industry Conference
December (Date and site to be announced)
For more information, or to be put on brochure 
mailing list, call (800) 242-7269; in New York State, 
(212) 575-5696. □
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after posting. Most systems use the batch 
method but vary in what can be posted. For 
example, with some systems the users can post 
selected batches, while others post all batches 
automatically. Some systems such as AMI and 
CPAid will let the users “unpost” a batch if a 
correction needs to be made, while others 
require an adjusting journal entry. Some CPAs 
may want this flexibility.
□ Multiple-year entry. This is an important issue. 
In some programs, it is easy to enter to future or 
prior fiscal years, while other systems require 
multiple complex steps to accomplish this task.
Financial statement formatting
Different clients need different types of reports. The 
CPA needs the ability to create a report that is spe­
cific to the business and attractive to the eye. Sys­
tems usually predefine reports that can be modified 
to suit individual clients. However, the flexibility 
and ease of use of report writers vary considerably. 
As could be expected, the more powerful the report 
writer, the greater the learning curve. Report writ­
ers work at two levels. One level deals with text 
lines, report headings, column headings, and report 
footnotes as well as specifying the format of data 
such as dollar signs and brackets. The other aspect 
is the data rows themselves that are used to subtotal 
data (and other calculations) and to enter line 
descriptions.
Some important distinctions to look for among 
systems are the number of columns possible on a 
report, the ability to total nonsequential accounts, 
the ability to name a range of accounts as a total 
line, and the ability to create a cash flow statement 
under Statement of Financial Accounting Stan­
dards No. 95. Accounting By Design can print 
reports in spreadsheet style with departmental data 
going across columns.
Features
A built-in component of client write-up systems is 
custom letters for transmittal to clients. Other areas 
to consider are backup reminders, the use of the ten 
key pad for data entry, and the ability to compress 
transactions to the account code level.
Software integration can also be an important 
issue. Many write-up systems will interface with tax 
preparation or automated working papers software.
Selecting the right system
Having focused on two or three systems that appear 
to be good candidates based on either features or 
functions, the next step is to determine whether 
there is a "personality fit." This entails finding out 
how the system processes data, how it interfaces 
with users, and if it seems to follow the way your 
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firm does things. If possible, spend some time in 
front of a terminal with a demonstration program. 
Beware, however, that price and quality do not 
always correlate. Each system needs to be evaluated 
on its own merits to see whether it meets your spe­
cific requirements. □
—by Sheldon Needle, Computer Training Services 
(CTS), 11708 Ibsen Drive, Rockville, Maryland 20852, 
tel. (800) 433-8015; in Maryland (301) 468-4800
Editors note: CTS publishes Guide to Client Write- 
Up Software for Microcomputers. Information on 
this 140-page review of 11 widely used systems can be 
obtained by calling the numbers listed above.
Tax Season Materials Available
The Institute has developed the following 
materials that practitioners can use during tax 
season to assist clients and the public:
□ A CPA's Survival Guide for Taxpayers. This 
two-color, eight-page brochure covers a 
wide range of topics from deductions to 
changes in tax law. The brochure is 
designed for practitioners to deliver to cli­
ents, display at the office, or to hand out at 
presentations and seminars.
The product no. is 889539 and the cost is 
$12 per 100 brochures.
□ Blazing a Trail: A Guide to Preparing Your 
1989 Tax Return. This slide presentation is 
for CPAs to deliver to general audiences or 
to civic and community groups. The pre­
sentation includes thirty-nine color slides 
and a related script outlining basic tax 
deductions and changes in tax law.
The product no. is 889558 and the cost is 
$125 for the first set and $65 for each addi­
tional set. (Additional sets must be 
ordered with the first one for the discount 
to apply, and cannot be returned.)
□ A CPA’s Guide to Tax Preparation. This is a 
twenty-five-to-thirty-minute speech for 
CPAs to give to general audiences or to 
civic and community groups. It offers an 
overview of what taxpayers need to know 
about preparing their tax returns.
The product no. is 889543 and the cost per 
copy is $3 prepaid.
To purchase these materials, call the AICPA 
order department at (800) 334-6961 (in New 
York State (800) 248-0445) and request the 
appropriate product number.
The New Game—Client Service
The accounting profession has gone through signifi­
cant changes over the past decade, and the pace of 
change is now accelerating so fast that it threatens 
to overwhelm even the most jaded observer. Keep­
ing up with the changes is tough; deciphering what 
they may mean to the local practitioner in the future 
is even more difficult. One trend that I foresee in 
local practices is an emphasis on systematic, pro­
grammed client service.
When I speak of client service, I am not referring 
to an emphasis on maintaining product quality. 
Rather, I mean the conscious, psychological man­
agement of a clients perceptions in order to create 
predictable reactions. The resultant perceived value 
will, in turn, create greater client loyalty, higher 
billing rates and collections, and more client refer­
rals.
Programmed client service is a must. Recent con­
solidations in U.S. industry, combined with a sag­
ging economy, spell trouble for local practitioners. 
Large national CPA firms have also begun a major 
consolidation to mirror the one in industry. This 
isn’t being done so they can expand their employ­
ment. It is so they can reduce it. A number of part­
ners and managers will leave to start their own 
practices. The most likely result is a net increase in 
the number of local firms competing with each 
other.
A zero-sum game
If the size of the market remains constant while the 
number of local practitioners expands, one firm’s 
new client gain may be another firm’s loss. And 
because many firms are now marketing to some 
degree, it is quite possible that firms will gain new 
clients only to find that they have lost old clients in a 
net zero-sum game.
The survivors will be firms that are most adept at 
keeping their current base, expanding services to 
that base, and occasionally attracting new clients. 
To date, firms have simply tried to outmarket each 
other. In the future, the battle will be fought with 
client service systems, and marketing will play an 
important complementary role.
The trend to such systems can be seen in highly 
competitive service industries such as airlines, 
hotels, and restaurants. This has lead to increased 
business for firms implementing such systems. One 
major element that is intensifying the movement in 
this direction is the aging of the overall population. 
As this occurs, the emphasis changes from price to 
service and comfort. Through years of experience, 
the population now is generally better at discrimi­
nating between price and service.
A programmed client service system
A programmed client service system leaves nothing 
to chance. The aim is to assure the same psychologi­
cal response by every client. Ideally, the firm’s small­
est client should have a perception of service equal 
to or better than a competitor’s largest client, while 
no competitor could match the psychological com­
fort the firm provides its largest clients. Such 
results can only be accomplished through defined 
actions performed systematically at every level in 
the firm.
The key ingredients are scripting and polling. 
Scripting means knowing exactly what to say and 
when to say it. Polling means asking the right ques­
tions to steer the client’s thinking toward a defined 
conclusion, either in action or thought. A pro­
grammed client service system combines the two 
approaches through a predetermined process to 
create an overall sense of care and well-being on the 
part of the client.
The Five-Star Client Service System
I refer to this system as the Five-Star Client Service 
System because it must do exactly what a five-star 
restaurant must do to be successful. A first-class 
restaurant gets more than a normal markup for its 
product. It wants to sell a full-course dinner and 
must rely on repeat business and on customer refer­
rals. And finally, a five-star restaurant must collect 
its money in a timely fashion to stay in business.
The premise of the client service system is that the 
degree to which clients are satisfied is based mainly 
on personal relationships and the clients' percep­
tions of receiving quality service. CPA firm clients 
usually have no real way of measuring actual 
quality received unless something goes wrong or 
they are influenced by outside forces. A systematic 
approach to service is the best prevention against 
unwarranted negative influences.
A successful five-star restaurant’s customer ser­
vice system, for example, includes the following 
elements:
□ A process for taking orders exactly.
□ Contact with the customer during preparation.
□ Ascertaining satisfaction during the meal.
□ A method for recovering from mistakes.
□ The offering of dessert.
□ A system for collecting payment in a timely 
manner.
To draw an analogy with client service, let’s look at 
these steps individually.
Taking the order
If a waiter takes an order incorrectly, the meal is 
usually a disaster, no matter what is done to rectify 
the situation. The same is true for CPAs. The process 
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begins with taking the order in a way which pre­
vents any misunderstanding and which puts the 
client at ease. This means not assuming anything, 
but finding out what the client is really interested 
in, be it information, service, price, or anything else. 
If you don’t find this out at the beginning, there is no 
way you can meet the clients needs.
As mentioned earlier, the key ingredient to find­
ing out the real needs—the hidden agenda—are 
scripting and polling. You really have to probe. The 
clients main concern might be cost, for example. 
Once you have determined that, you spend the rest 
of the time showing the client what to do to help you 
provide the service at a certain price. Similarly, part 
of the process is making sure the client knows what 
you can and cannot do. If the client wants something 
you cannot do—completion by a certain date, for 
example—you need to know that at the start.
If there are misunderstandings at this stage, the 
relationship is off to a poor start. On the other hand, 
if the order is taken properly, with the right ques­
tions asked and the right statements made to put the 
client at ease, mistakes will be prevented. This will 
increase the profitability of the engagement, and 
enhance the clients perception of the quality and 
value of the work performed.
Client contact during order processing
The waiter must check with customers while food is 
being prepared or they are apt to become annoyed. 
The same holds true for CPAs and clients. Too often, 
the firm takes the order, begins working, and fails to 
contact the client until the job is completed. The 
client is left alone too long and begins to suffer 
anxiety. A proper system of timely checking with 
clients can avoid this problem. Work performance 
can be enhanced, too, because of the opportunity to 
make sure the original order was taken correctly. 
Checking with clients also provides opportunities to 
offer more services.
Ascertaining satisfaction on delivery
When a waiter delivers an order, he or she imme­
diately inquires as to customer satisfaction. This is 
the moment to take care of any displeasure. Unfor­
tunately, most CPAs fail to inquire about the client's 
feelings at this moment because too often they are 
afraid of the answer. If the job was prepared as 
ordered, and the CPA checked with the client during 
its preparation, then any problem is likely to be the 
clients fault. The client usually understands this 
and is willing to pay for the correction.
Recovery from mistakes
Clients understand that mistakes can be made. How 
the people recover from them is what makes the 
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difference. Failure to do so properly means a lost 
client and a spoiled reputation. A well-handled 
recovery, though, can have a positive impact by 
creating loyal clients who tell others about how well 
you handled their problems.
Offering dessert
Dessert and after-dinner drinks are where the res­
taurant makes its most money. The same is true in 
providing professional services. Price sensitivity 
and other factors affecting traditional services may 
mean that providing additional ones which are not 
price sensitive, represent the only chance to make 
the engagement profitable.
The key is to pre-sell dessert during the engage­
ment. Restaurants have found they can increase des­
sert sales by mentioning them while describing the 
menu, by running lavish-looking dessert trays along 
the aisles during the meal, and finally, by making 
elaborate presentations at the table.
The same process should be followed by CPA 
firms. Attempting to sell additional services during 
off-peak times of the year is often ineffective because 
clients become defensive. They feel that they are 
being "sold.” Instead, start offering dessert when 
taking the order, continue during processing, and 
make the actual sale when the product is delivered.
Presenting and collecting the check
After dessert, when the meal is finished, the waiter 
presents the check to the customer and collects the 
money. At a five-star restaurant, the service is so 
good that its patrons wouldn’t think of not paying 
their bills. In CPA firms, by contrast, many collec­
tion problems are a result of clients trying to get 
even for poor service. By raising your perceived 
value to clients, it is possible not only to raise fees, 
but also to increase collections. The high standard 
of service, then, gives the client no reason not to pay.
The benefits are all yours
As well as increased billing rates and faster collec­
tions, a well-defined and orchestrated client-service 
system, can result in other benefits. Satisfied clients 
are more apt to make referrals, and the possibilities 
of errors and legal conflict should be reduced 
because of the good working relationships with cli­
ents. In short, it may make the difference between 
success and failure of firms in the future. □
—by Timothy J. Beauchemin, CPA, Enterprise 2000, 
1600 Smith, Suite 4250, Houston, Texas 77002, tel. 
(713) 951-7300
Editor’s note: Mr Beauchemin has kindly offered to 
send more information on scripting and polling to 
readers who contact him at the above address.
Practicing CPA Distribution Policy
Readers are reminded that one copy of the Practicing 
CPA is sent automatically to each practice unit and 
to those members who have specifically requested 
it. If you would like to receive your own copy, please 
send your name and address to the membership 
administration department at the AICPA.
A Businesslike Approach (Continued from page 2) 
jurisdictions have a small claims court where 
you may be able to press your claim yourself, 
without the aid of an attorney. Although the 
maximum claim is usually relatively small 
($2,000 - $3,000), it is sometimes fairly easy to 
get a judgment with much less hassle and 
expense. Consider using your firm admin­
istrator as a liaison with small claims court. 
Supervise his or her work, but let the firm 
administrator prepare the appropriate forms, 
handle the filings, and make the court 
appearances until such time as a partner's pres­
ence is required. I suggest you have an attorney 
set up or review your procedures at the begin­
ning and remain available for consultation on 
specific cases. Again, set a threshold, probably 
$500, and don’t bother with situations that 
might yield less.
□ Don't beat a dead horse. Before suing, make an 
effort to determine whether or not you can get 
paid if you win. What use is it to sue if the client 
and/or any guarantors of the clients debt are 
unable to pay or convert any assets to pay your 
judgment. As the client's CPA, you should have 
some knowledge of the financial situation. 
Additionally, the collection agency is usually 
able to provide an evaluation. There were many 
occasions when my collection agency advised 
against filing a lawsuit because of the belief 
that the client’s assets were insufficient. 
Obviously, it is not worth pursuing such situa­
tions.
□ Be a business person—forget “The principle of the 
thing." I know how you feel. You performed 
good and valuable services and gave the client 
your best, and it hurts to get stiffed. But princi­
ples aside, filing a legal action is a business 
decision, not a personal one. Don’t let your 
feelings become involved. It’s either a good 
business decision or a bad business decision to 
sue, so trust your business judgment, not your 
emotional response.
□ Never sue without a note. In the first part of the 
article, I suggested obtaining a note for the 
account balance as soon as you have the 
slightest indication the client may be in trou­
ble. It's much easier to obtain a note when you 
have unfinished work to deliver to the client 
later, or there is still a semblance of an ongoing 
relationship. Asking for a note after an expen­
sive unsuccessful collection effort is a joke. So 
do it early while the client is still expecting 
something or is negotiating.
Although the legal implications are beyond 
the scope of this article, my attorney friends 
advise me that it is significantly easier and far 
less risky to obtain a judgment when there is a 
note for the account balance, instead of just an 
open account. They have also advised me that 
your risk of losing a malpractice counterclaim 
is significantly diminished when there is a 
note. I strongly advise that you consult with 
legal counsel on this issue before establishing 
policies and procedures.
□ Focus all collection lawsuit activity through one 
partner. Your collection partner (probably the 
managing partner) and your firm admin­
istrator should assume responsibility for all 
collection lawsuit activities. It is vital that 
someone maintain responsibility for the big 
picture, so relieve the engagement partner of 
his or her responsibilities for collection when 
you reach the lawsuit stage. Making consistent 
decisions is imperative, and that can’t be 
accomplished if each engagement partner is 
primarily responsible for collection lawsuit 
activities on his or her own accounts. Since 
you're abandoning the client relationship any­
way, it is best to focus any continung activities 
through someone other than the partner who 
handled the account.
Generally, the engagement partner will be 
relieved and more than happy to turn over the 
problem. Working together, the collection part­
ner and the firm administrator should main­
tain all contact with legal counsel, keep 
appropriate records, reply to all communica­
tions, and report to the other partners on the 
status of legal activities.
□ Be prepared to spend time dealing with the pro­
cess. Because of our crowded court system, col­
lection lawsuits tend to drag on. Activity occurs 
in spurts, with long periods of inactivity in 
between. It may take several years for your 
lawsuits to wend their way through the court 
system, assuming settlement is not negotiated 
along the way. Prompt attention to communi­
cations and requests for information is vital, so 
the responsible partner must be prepared to 
take the time to keep the process moving along.
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□ Beware the Deceptive Trade Practices Act (DTPA) 
and Racketeer Influenced Corrupt Organizations 
Act (RICO) malpractice counterclaim. Many 
defense attorneys have become clever in oppos­
ing collection lawsuits. If your receivable is in 
serious trouble, it is probable that other cred­
itors of your client are in the same boat, and 
they may be contemplating or filing collection 
lawsuits also. Attorneys defending such claims 
are becoming more aggressive and filing coun­
terclaims under DTPA and RICO. Many times, 
such filings are intended as scare tactics 
because of the potential for treble damages in 
both situations. Many a collection lawsuit has 
been stopped dead in its tracks because of an 
unwillingness to assume the risks associated 
with these acts. As a result, these situations 
often result in a mutual dismissal, gaining you 
nothing but legal fees and headaches.
Your best protection against such claims is to 
be certain of the quality of the services pro­
vided before filing suit. While the AICPA and 
many legislators are working hard to change 
the RICO Act to eliminate its application to 
civil situations, a recent Supreme Court deci­
sion validating it in the civil arena means that 
nothing short of an Act of Congress will change 
the status quo. Be sure to discuss these poten­
tial exposures with legal counsel each time you 
are considering a collection lawsuit.
Playing hardball with troubled receivables 
requires good business judgment, a willingness to 
divorce ones self from the emotional aspects of the 
situation, a keen sense of the risks involved, and 
strong outside support, whether from a solid, repu­
table collection agency or experienced legal coun­
sel, or both. In addition, policies and procedures 
adopted in connection with such activities must be 
well thought out and agreed upon by all the part­
ners. While some firms avoid taking any action on 
troubled receivables beyond internal efforts, thus 
avoiding any risks whatsoever but forfeiting any 
potential rewards, I would suggest such a course 
only where all the partners are extremely adverse to 
risk. A well-planned, well-managed program using 
competent outside help can improve your business 
reputation and enhance your cash flow. Remember, 
however, one piece of advice: Settle when you don’t 
want to. Settle for less than you think is fair. Settle 
quickly, if you can. File a lawsuit only when all other 
avenues are exhausted, and do that only in situations 
where you are certain of the quality of your 
work. □
—by Alan D. Westheimer, CPA, 770 South Post Oak 
Lane, Suite 650, Houston, Texas 77056, tel. (713) 
623-8911, FAX (713) 623-8914
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